REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 
LEGISLATURE ON THE FINANCIAL STATEMENTS AND PERFORMANCE INFORMATION 
OF DIKGATLONG MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2007 


REPORT ON THE FINANCIAL STATEMENTS 


Introduction 

1. I was engaged to audit the accompanying financial statements of the Dikgatlong 
Municipality which comprise the balance sheet as at 30 June 2007, income statement and 
cash flow statement for the year then ended, and a summary of significant accounting 
policies and other explanatory notes, as set out on pages 9 to 28. 


Responsibility of the accounting officer for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the entity-specific basis of accounting, as set out 
in accounting policy note 1 to the financial statements and in the manner required by the 
Local Government: Municipal Finance Management Act, 2003 (Act No. 56 of 2003) 
(MFMA). This responsibility includes; 

■ designing, implementing and maintaining internal control relevant to the preparation 

and fair presentation of financial statements that are free from material 

misstatement, whether due to fraud or error 

■ selecting and applying appropriate accounting policies 

■ making accounting estimates that are reasonable in the circumstances. 


Responsibility of the Auditor-General 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 read 
with section 4 of the Public Audit Act, 2004 (Act No, 25 of 2004), my responsibility is to 
express an opinion on these financial statements based on my audit in accordance with 
the International Standards on Auditing. Because of the matters discussed in the basis for 
disclaimer of opinion paragraphs, however, I was not able to obtain sufficient appropriate 
audit evidence to provide a basis for an audit opinion. 


Basis of accounting 

4. The municipality’s policy is to prepare financial statements on the entity-specific basis of 
accounting, as set out in accounting policy note 1 to the financial statements. 
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Basis for disclaimer of opinion 

5. Property, plant and equipment 

5.1 Due to the following weaknesses identified in the asset register and lack of controls over 
assets, I did not obtain all the information and explanations I considered necessary to 
satisfy myself regarding the completeness, existence and valuation of assets amounting 
toR119 964 044; 

• Several inadequacies and a lack of detail were noted with regard to the asset 
register. 

• The room asset lists were not up to date and could therefore not be used as an 
additional source of reference. 

• The municipality did not carry out an asset count for all their assets and did not 
reconcile physical assets with the asset register. 

• The asset register per category could also not be reconciled with the financial 
statements. 

5.2 The completeness and existence of property that belonged to the municipality to the value 
of R13 614 954 could not be confirmed as a difference of R5 822 482 was noted between 
the asset register and the financial statements. 

5.3 Journals amounting to R2 233 264 were compiled and authorised by the same official. 
These journals were not checked and verified by a senior person. 


6. Capital commitments 

6.1 Due to the lack of a proper system to account for commitments, I was unable to determine 
the completeness of commitments disclosed as R14 354 528 in note 24 to the financial 
statements. 

6.2 Contracts on various projects amounting to R6 868 402 could not be provided for audit 
purposes. The validity, accuracy and completeness of commitments could therefore not 
be confirmed. 


7. Receivables 

7.1 The provision for bad debt amounting to R15 354 460 as disclosed in note 9 to the 
financial statements was deemed insufficient as R25 974 417 of debtors was older than 
90 days. The municipality did not use a specific basis to determine the adequacy of the 
provision for bad debts. 

7.2 Debtors disclosed in the financial statements included credit balances amounting to 
R1 233 550. Therefore debtors and creditors were understated as these balances should 
have been disclosed as creditors. 

7.3 The municipality did not have a debt write-off policy in place. Debt amounting to 
R1 691 039 was written off during the financial year under review. Evidence could not be 
obtained that the council approved the amounts to be written off. The financial statements 
did not disclose any debts that were written off during the financial year. The individual 
debtor accounts were also not credited with the respective amounts, only the debtors 
control account in the general ledger. 
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8. Revenue 

8.1 A reconciliation was performed between rates income according to the valuation roll and 
the actual income as per the financial statements. An unexplained difference of 
R1 782 562 was identified. 

8.2 Due to a lack of a rental contract register, the completeness of rental income to the value 
of R164 557 could not be confirmed. 


9. Expenditure 

9.1 Supporting documentation could not be submitted for payments amounting to R 1 276 653 
and journals amounting to R3 280 867. Therefore the accuracy, validity, classification and 
occurrence of the expenditure could not be confirmed. 

9.2 Payments amounting to R939 202 were not authorized by a person at the appropriate 
level. 

9.3 Payments amounting to R419 301 were made without quotations being attached to the 
supporting documentation. 


10. Taxes and VAT 

As a result of not implementing a proper system to account for VAT, the following were noted: 

10.1 Although transactions were processed on the accounting system taking VAT into account, 
these general ledger accounts were not used for VAT calculation purposes. Separate 
spreadsheets were maintained for the completion of the VAT returns. Debit journals 
amounting to R1 887 593 and credit journals amounting to R2 397787 were processed 
during the year to clear these accounts. The accuracy and validity of these transactions 
could not be confirmed. 

10.2 No provision was made for VAT on outstanding receivables and creditors. Due to 
insufficient information the amounts could not be determined. 


11. Funds 

11.1 According to the Municipal Ordinance 20 of 1974 every council shall contribute to the 
revolving fund an amount of not less than 7.5% of the product of the general rates. No 
contribution was made to the revolving fund, resulting in the revolving fund being 
understated by R 177 827. 

11.2 Fund income as per schedules provided by the auditee of R2 168 966 and fund 
expenditure of R682 811 was incorrectly included in the income statement instead of 
being reported through the trust fund accounts. 


12. Creditors 

12.1 Due to the lack of a proper system to account for creditors, I was unable to determine the 
completeness of creditors disclosed as R21 284 074 in note 11 to the financial 
statements. Audit procedures performed revealed undisclosed creditors of R657 078. 

12.2 Furthermore, a difference of R592 561 was identified between the amount disclosed in the 
financial statements and the creditor listing provided for audit purposes. 
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13. Unauthorised expenditure 

13.1 Due to the absence of good financial management discipline in managing the budget 
versus actual expenditure, the actual expenditure of the municipality exceeded the budget 
by R1 973 124. The unauthorized expenditure was not disclosed in the financial 
statements as required by section 125(2){d)(i) of the MFMA. Fund expenditure {as per 
paragraph 1 1.2) had an impact on this amount but could not be quantified due to a lack of 
information. 


Disclaimer of opinion 

14. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, 1 have been unable to obtain sufficient appropriate audit evidence to provide 
a basis for an audit opinion on the financial statements of Dikgatlong Municipality. 
Accordingly, I do not express an opinion on the financial statements. 


EMPHASIS OF MATTER 

I draw my attention to the following matter; 

IS. Going concern 

The following conditions indicated the existence of a material uncertainty that may cast 

significant doubt on the municipality’s ability to continue as a going concern: 

15.1 Only 26% of statutory and trust funds were represented by investments, resulting in an 
un-invested portion of R5 726 923. 

15.2 Included in creditors was an amount of R16 620 066, owed to a water service provider. 
R12 319 744 of which has been outstanding for more than 12 months. The creditor 
payment period for this financial year was 463 days and this delay in the payments of 
creditors could be an indication that the municipality was experiencing cash flow 
problems. This action was also in contravention of sections 65 of the MFMA which states 
that creditors should be paid within 30 days. Creditors also increased to R25 251 326 for 
the 2006-07 financial year (2006: R21 949 957). 

1 5.3 Debtors increased by 1 1 % from the prior year to R30 395 945 at 30 June 2007. 

15.4 Debtors’ turnover in days was calculated at 604 days. Ninety-two per cent of debtors 
amounting to R25 972 577 was older than 90 days. Consumer debtors also increased to 
R28 179 786 for the 2006-07 financial year (2006: R26 457 641). 

1 5.5 T rading services realised a deficit of R1 898 653 for the financial year under review. 

15.6 Long-term liabilities increased by 550% from the previous financial year to R1 799 664. 

15.7 The overdraft was not followed up and cleared and was also reported in the previous 
year. The bank account was again in overdraft for the entire financial year and this was in 
contravention of section 45(4) and 45(5) of the MFMA. The balance of the bank account 
as at 30 June 2007 was R2 108 094 (overdraft). 
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OTHER MATTERS 


I draw attention to the following matters that are ancillary to my responsibilities in the audit of 

the financial statements: 

16. Non-compliance with applicable legislation 

16.1 Municipal Finance Management Act 

a) Unauthorised, fruitless and irregular expenditure was not disclosed in terms of section 32. 
Reports have not been submitted by the municipal manager to the mayor, the MEC for 
Local Government or the Auditor-General, as required by section 32(4). Steps have not 
been taken to recover or rectify such expenditure or to prevent a recurrence thereof, as 
required by section 32(4). 

b) An arrear amount of R48 099, which was owed by six councillors, was not disclosed in the 
financial statements as required by section 124. 

c) Evidence could not be obtained that the municipality submitted the mid-year budget and 
performance assessment reports as required by section 72(1) (b). 

d) Evidence could not be obtained that the municipal manager submitted the required reports 
to the mayor and the treasury in terms of section 71 . 

e) Evidence could not be obtained that the mayor submitted a report to the council within 30 
days of the end of each quarter on the implementation of the budget and the financial 
state of affairs of the municipality as required by section 52. 

16.2 Local Government: Municipal Systems Act 

a) Evidence could not be obtained that all councillors declared their interests as required by 
schedule 1, section 5(1 )(a). 

16.3 Division of Revenue Act, 2006 (DoRA) 

a) Evidence could not be obtained that the municipality submitted all reports with regard to 
schedule 5 and 6 grants received as required by section 27(3) and 27(5). 

16.4 Local Government Transition Act Second Amendment Act, 1996 (LGTA) 

a) During the audit of rates and taxes it was noted that the last valuations for the municipal 
area were done in 2000. This information is relevant in terms of the Property Valuations 
Ordinance 8(1) and LGTA section 6(a) which state that properties within the jurisdiction of 
the council shall be valued at least every four years. 

16.5 Skills Development Act 

a) The municipality did not pay over the skills development levy for nine months of the year 
as required by section 3(2). 


17. Material corrections made to the financial statements submitted for audit 

The financial statements, approved by the accounting officer and submitted for audit on 
30 August 2007, have been significantly revised in respect of the following misstatements 
identified during the audit: 

• The short-term portion of long-term liabilities was not disclosed. An adjustment of 
R513 288 to long-term liabilities and a compensating adjustment to the short-term 
portion of long-term liabilities were made. 

• Debtors with credit balances were incorrectly included in debtors. Debtors and 
creditors were adjusted by R1 233 550. 
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18. Internal control 

Section 62 ( 1 )(c){i) of the MFMA states that the accounting officer must ensure that the 
municipality has and maintains effective, efficient and transparent systems of financial and 
risk management and internal control. The table below depicts the root causes of the 
matters indicated, as they relate to the five components of internal control. In some 
instances deficiencies existed in more than one internal control component. 
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19. Unaudited supplementary schedules 

The supplementary schedule as set out in appendices A to F does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and accordingly do not express an opinion on them. 
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OTHER REPORTING RESPONSIBILITIES 
Reporting on performance information 

20. I was engaged to audit the performance information. 


Responsibility of the accounting officer 

21. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality must 
include the annual performance report of the municipality prepared by the municipality in 
terms of section 46 of the Local Government: Municipal Systems Act. 2000 (Act No. 32 of 
2000) (MSA). 

Responsibility of the Auditor-General 

22. I conducted my engagement in accordance with section 13 of the Public Audit Act, 2004 
(Act No. 25 of 2004) read with General Notice 29919 of 2007, issued in Government 
Gazette No. 646 of 25 May 2007 and section 45 of the MSA. 

23. In terms of the foregoing my engagement included performing procedures of an audit 
nature to obtain sufficient appropriate evidence about the performance information and 
related systems, processes and procedures. The procedures selected depend on the 
auditor’s judgement. 

24. I believe that the evidence I have obtained is sufficient and appropriate to provide a basis 
for the audit findings reported below. 


Audit findings 

Performance information not submitted 

25. A performance management system had not yet been fully implemented and the council 
did not comply with all the requirements as set out in chapter 6 of the MSA and 
performance measurement regulations. No performance report was submitted for audit 
purposes. 


APPRECIATION 

26. The assistance rendered by the staff of the Dikgatlong Municipality during the audit is 
sincerely appreciated. 


{hidlicr- 


Kimberley 


30 November 2007 



AUDITOR-GENERAL 
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